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! ' OATH OR AFFIRMATION

I _Ma.mf. Portz , swear (or affirm) that, to the best of
m;' knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

— Nelnet Capital, LLC , as
of ___December 31 2004 are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:
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O

GENERAL HOTARY.State of Nebraska Signature
CYNTHIA L CHAPMAN
My Comm. Exp. June 18,500 & President
Title

Notary Public

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows. ,

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rufe 15¢3-3,

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An QOath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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- Capital.. L -
. PO. Box 82618 - lincoln, NE 68501
‘ 6801 South 27th Street - Lincoln, NE 68512
Phone: 402.323.1355
Tollfree: 877.851.8847
April 8, 2005 Fox: 402.323.1331
Member NASD and SIPC

SEC PRINCIPAL OFFICE

450 5™ Street, N.W.

Washington, D.C. 20549
Dear Sir/Madam:
Per a letter dated March 30, 2005 from our NASD regional office, please find enclosed:

1.) Facing page (Form X-17A-5 Part 11I)
2.) An oath or affirmation

Please contact me if you need anything else regarding this issue.

Respectfully,

Mark E. Portz
President
Nelnet Capital, LLC
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NELNET CAPITAL, LL.C. AND SUBSIDIARY
Consolidated Financial Statements gnd Schedule
(With Independent Auditors’ Repgrt Thercon)
December 31, 2004 and 2903
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Independent Aunditors’ RJport

The Members of
Nelnet Capital, L.L.C. and Subsidiary:

 We have audited the accompanying consolidated statements ¢f financial condition of Nelnet Capital,

L.L.C. and subsidiary (the Company) as of December 31, 200
statements of income, members’ equity, and cash flows for
pursuant to rule 17a-$ under the Securities Exchange Act of 193

i and 2003, and the related consolidated

qhe years then ended, that you arc filing

. These consolidated financial statements

are the responsibility of the Company’s management. Our responsibility is to cxpress an opinion on these

consolidated finanicial statements based on our audits.

We conducted our audits in accordance with auditing standards

America. Those standards require that we plan and perform the §

whether the financial statements are free of material misstat
internal control over financial reporting as a basis for designing

examining, on a test basis, evidence supporting the amounts and
audit also includes assessing the accounting principles us

mansgement, as well as evaluating the overall financial statemer

provide a reasonable basis for our opinion.

In owr opinion, the consolidated financial staternents referred
respects, the financial position of Nelnet Capital, L.L.C. and subs
and the results of their operations and their cash flows for t}

accounting principles generally accepted in the United States of 4

generully accepied in the United States of
rudit to obtain reasonable assurance about
ent. An sudit includes consideration of

ﬁ,udit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinio
internal control over financial reporting. Accordingly, we exp

n on the cffectiveness of the Company’s
ress no such opinion. An audit includes
disclosures in the financial statcments. An
£d and significant estimates made by
it presentation. We believe that our audits

to above present fairly, in all material
idiary as of December 31, 2004 and 2003,
he vears then ended, in conformity with

P.merica.

Our sudits were conducted for the purpose of forming an opinion on the basic financial statements taken as

a whole. The supplementary information contained in the sched

ile is presented for purposes of additional

analysis and is not a required part of the basic financial stat¢ments, but is supplementary information

required by rule 17a-5 under the Securities Exchange Act of 193
the auditing procedures applied m the sudits of the basic financ
stated, in all material respects, in relation to the basic financial st

KPMe LT

Lincoln, Nebraska
February 4, 2005

4. Such information has been subjected to
&l statements and, in our opinion, is fairly
atements taken as a whole,
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NELNET CAPITAL, L.1..C. AND SU}
Consolidated Statements of Financial
December 31, 2004 and 2007

Asgets

Cash and cash equivalents

Restricted cash—required balance accounts

Prepaid expenses and other receivables

Fumniture and equipment, at cost, less accumulated depreciation of
$15,8521n 2004 $11,789 in 2003

Total assets
Liabilities and Members® Equity
Liabilites:
Accounts payable and accrued expenses
Total liabilities

Members’ equity:
Contributed capital
Retained earnings

Total members’ equity
Commitments
Total liabilities and members’ equity

See accompanying notes to comsolidated financial statements.
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BSIDIAR Y
Condition
}
2004 2003
4,543,736 2,098,888
103,084 102,652
408,397 574,191
8,161 10,356
5,063,378 2,786,087
349,990 241,720
349,990 241,720
550,000 550,000
4,163,388 1,994,367
4,713,388 2.544,367
5,063,378 2,786,087
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NELNET CAPITAL, L.L.C. AND SUBSIDIAR Y
Consolidated Statements of Income
Years ended December 31, 2004 and 2003

2004 2003
Revenues:

Commisgions, net of commissions incurred of §1,538,851 in 2004
. and $1,334,960 in 2003 $ 612,152 490,942
Investment advisory fees 235,543 354,360
Undervwriting fees — 2,232,650
Co-managet fee income 2,895,093 2,872,161
Placement fee income 706,818 845,452
Interest income 36,589 7,458
Other revenue 2,546 3,180
Total revenues 4,508,741 6,806,203

Expenses: ‘ .

Employee compensation and benefits 792,771 534,932
Consulting fees 41,683 256,405
General and administration 425,100 3,998,189
Licenses and registration 3,747 6,522
Communications and data processing 7,959 10,922
Qccapancy 14,862 15,096
Professicnal services 13,598 46,018
Total expenses 1,299,720 4,868,084
Net income S 3,209,021 1,938,119

See accompanying notes to consolidated financial statements.
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NELNET CAPITAL, L.L.C. AND SUBSIDIAR Y’
Consolidated Statements of Membery' Equity
Years ended December 31, 2004 afd 2003

Contributed Retained Members’
capital earnings equity
Balance at December 31, 2002 $ 550,000 306,248 856,248
Net income —_ 1,938,119 1,938,119
Dividends paid : — (250,000) {250,000)
Balance at December 31, 2003 550,000; 1,994,367 2,544,367
Net income — 3,209,021 3,209,021
Dividends paid : — (1,040,000) (1,040,000)
Balance at December 31, 2004 $ 550,000 4,163,388 4,713,388

See accompanying notes to consolidated financial statements.
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NELNET CAPITAL, L.L.C. AND SUBSIDIAR Y
Consolidated Statements of Cash Flows
Years ended December 31, 2004 afd 2003

2004 2003
Cash flows from operating activities: .
Net income $ 3,209,021 1,938,119
Adjustments to reconcile net income to net cash .
provided by operating activities:
Depreciation 4,063 4,247
(Increase) decrease in operating assets: .
Prepaid expenses and other receivables 165,794 (202,069)
Increase (decrease) in operating liabilities: ‘
Accounts payable and accrued expenses 108,270 46,233
Income taxes payable — (35,000)
Net cash provided by operating activities : 3,487,148 1,751,530
- Cash (used in) provided by investing activities:
Restricted cash—required balance accounts (432) 11,780
Purchase of furniture and equipment (1,868) (3,206)
Net cash (used in) provided by investing activities (2,300) 8,574
Casch used in financing activities, dividends (1,040,000) (250,000)
Net increase in cash and cash equivalents 2,444 84R 1,510,104
Cash and cash equivalents at beginning of year 2,098,888 588,784
Cash and cash equivalents at end of year $ 4543736 2,098,888

~ See accompanying notes to consolidated financial statements,
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Organization and Nature of Business

NELNET CAPITAL, L.L.C. AND SUBSIDIARY
Notes to Consolidated Financial Stafements

December 31, 2004 and 2003

Nelnet Capital, L.L.C. and subsidiary (the Company) is a brokes-dealer registered under the Secuﬁﬁcs and

Exchange Commission (the SEC) and is a member of the N

ational Association of Securities Dealers:

(NASD). The registration is necessary for the Company to condyct its investment brokerage activities. The
Company holds no customer accounts. On August 8, 2003, Nelnpt Inc., an affiliated company, acquired all
of the stock owned by Packers Service Group, Inc. and Union Financial Services, Inc.

Summary of Significant Accounting Policies

(@

®)

(c)

(d)

fe)

(g) Income Taxes
_taxable at the member’s level. As a result of the purchase
“membership interest of Nelnet Capital, L.L.C., it will be
tax purposes and its taxable income will be reported by Ng
6
80'd  $S:01 S00Z 82 Jdy

Securities Transactions

Marketable securities are valued at qudted market value

and securities not readily marketable are

valued at fair valuc as determined by the board of dircctrs. The resulting difference between cost
and market value is included in income. Realized gaips and losses are determined using the

specific-identification method.

Commissions

Commissions and related clearing expenses are recor
transactions occur,

Investment Advisory Fees
Investment advisory fees are recognized as earned on a prd
Underwriting Fees

Underwriting fees arise from security offerings in whick
agent. Underwriting fees are recognized at the time the uj
reasonably determinable.

Furniture and Equipment

Furniture and equipment are stated at cost. Depreciation
over the estimated useful life of the assets.

Consolidation

Included in the financial statements is Shockley Financial {
Nelnet Capital, L.L.C. SFC is not included in the Company

fed on a frade-date basis as securities

rata basis over the term of the confract.

. the Company acts as an underswriter or
derwriting is completed and the income is

is provided using the straight-line method

Cotp. (SFC), a wholly owned subsidiary of
’s focus report.

In accordance with the limited liability company filing stafus, all income of Nelnet Capital, L.L.C. is

by Nelnet Inc. of 100% of the outstanding
tonsidered a disregarded entity for incorne
Inct, Inc.

(Continued)
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(k)

O

Related Party Transactions

Substantially all income is derived from transactions with par
During 2004 and 2003, the Company paid related parties
respectively, for payroll costs. Rent expense paid to related parti
and 2003, Miscellancons fees and commissions paid to related ps
in 2004 and 2003, respectively. Management fees paid to a re]
officers and directors of Nelnet Capital, L.1..C. totaled approximj
respectively. In addition, the Company had a receivable from rel
a payable to related parties of approximately $11,000 at Decemb

Regulatory Matters

(a)

()

60°d

NELNET CAPITAL, LL.C, AND SU|
Notes to Consolidated Financial Sta
December 31, 2004 and 2003

SFC is a C Corporation and is subject to tax liability at the
the Nelnet Inc. and subsidiaries consolidated income 1
described above on the date of the purchase, There are cury
to this enfity.

Statements of Cash Flows

For purposes of the statements of cash flows, the Compay

BSIDIARY

fements

corporate level. SFC became a member of
BX group as a result of the transaction
ently no deferred income tax items related

ny has defined cash equivalents as highly

liquid investments purchased with a maturity of three months or less.

Use of Estimates

The preparation of the consolidated financial statements
generally accepted in the United States of America req)
estimates and assumptions that affect the reported amountg
of revenues and expenses, and other disclosures. Actual reg

Focus Report
The Company’s members’ cquity, as reported in the con

in conformity with accounting principles
hires management to make a pumber of
of assets and liabilittes, reported amounts
ults could differ from those estimates.

ties related through common ownership. -

approximately $34,000 and $297,000,
es totaled approximately $12,000 in 2004
irties approximated $134,000 and $75,000
ated party that is partially owned by the
1tely $0 and $3,756,000 in 2004 and 2003,
hted parties of approximately $16,000 and
er 31, 2004.

bolidated financial statements, is equal to

that reported in the schedule accompanying the consolidgted financial statements and the Form X-

17A-5 Parts I and IIA.

The Company’s cash and cash equivalents, as reported
includes approximately 33,967,000, which is invested if

in the consolidated financial statements,
n moncy market funds and asset backed

securities, These are reported as other securities on the Company’s Focus Report.

Net Capital Requirement

The Company, as a registered broker-dealer, is subject to the SEC Uniform Net Capifal rule
(SEC rule 15¢3-1). Because the Company holds no custornet accounts, rule 15¢3-1 requires the

Company to maintain minimum net capital of $250,000.
nct capital, as defined and as adjusted, of $4,155,312.

|at December 31, 2004, the Company had
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Independent Auditors’ Report on Internaj Accounting Control

Required by Securities and Exchange Co

The Board of Directors
Nelnet Capital, L.L.C. and Subsidiary:

In planning and performning our audit of the consolidated financid]
Nelpet Capital, L.L.C. and subsidiary (the Company), for 4
considered its internal control, including control activities for saf
our auditing procedures for the purpose of expressing our opinio
and not to provide assurance on internal control,

Also, as required by rule 17a-5(g)(1) of the Securities and Exch:
study of the practices and procedures followed by the Compsg
procedures that we considered relevant to the objectives stated

mmission Rule 17a-5

statements and supplemental schedule of
Le year ended December 31, 2004, we
eguarding securities, in order to determine
n on the consolidated financial statements

inge Commission (SEC), we have made a
iny including tests of such practices and
in rule 17a-5(g) in making the periodic

computations of aggregate indebtedness (or aggregate debits)
for determining compliance with the exemptive provisions of tu
carry securities accounts for custorners or perform custodial
did not review the practices and procedures followed by the

net capital under rule 17a-3(a)(11) and
e 15¢3-3. Because the Company docs not

examinations, counts, verifications, and comparisons, (2) recprdation of differences required by rule
17a-13; and (3) complying with the requirements for prompt gayment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Rederal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referrcd to in the preceding paragraph| In fulfilling this responsibility, estimates
and judgments by management are required to assess the expe ted benefits and related costs of controls

and of the pmactices and procedures referred to in the prece
practices and procedures can be expected to achieve the SEC’
objectives of internal control and the practices and procedures
but not absolute assurance that asscts for which the Company
loss from unauthorized use or disposition and that frans

management’s suthorization and recorded properly to permit
conformity with accounting principles gencrally accepted in th
lists additional objectives of the practices and procedures listed i

Because of inherent limitations in internal control or the practic
or fraud may occur and not be detected. Also, projection of af
subject to the risk that they may become inadequate becau
cffectiveness of their design and operation may deteriorate,

g paragraph and to assess whether those
above-mentioned objectives. Two of the
¢ to provide management with reasopable
as responsibility are sefeguarded against
tions arc cxecuted in accordance with
e preparation of financial statements in
United States of America. Rule 17a-5(g)
the preceding paragraph.

es and procedures referred to above, error
y evaluation of them to future periods is
se of changes in conditions or that the

01 'd $G:0T S00Z §Z Jdd
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Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants, A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the fnancial statements being audited may occur and not be detected
within a timely petiod by employees in the normal course jof performing their assigned functions.

However, we noted no matters involving internal control, inc

ing control activities for safeguarding

securities, that we consider to be material weaknesses.as defined above.

We understand that practices and procedures that accomplish [the objectives referred to in the second

paragraph of this report are considered by the SEC to be adeq

for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all materisl respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were

adequate at December 31, 2004 to meet the SEC's objectives.

This report is intended solely for the information and use of the poard of directors, management, the SEC,

and other regulatory agencies that rely on rule 17a-5(g) under ths
regulation of registered brokers and dealers, and is not intended
other than these specified parties,

KPMe LA

Lincoln, Nebraska
February 4, 2005

Securities Exchange Act of 1934 in their
to be and should not be used by anyone
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Schedule

NELNET CAPITAL, L.L.C, AND SUBSIDIAR Y

Computation of Net Capital
December 31, 2004

Total members’ equity (from consolidated statement of financial cond{tion) 3 4,713,388
Deduct members’ equity not allowable for net capital —
Total members’ equity qualified for net capital 4,713,388
Deduct nonallowable assets: :
Prepaid expenses, other recejvables, and other assets 470,579
Fumniture and equipment, net 8,161
478,740
Net capital before hairents on securities positions 4,234,648
Haircuts on securities (computed pursuant to rule 15¢3-1) 79,336
Net capital $ 4,155,312
.Computation of Basic Net Capital Requirement ‘
Minimum net capital required (6-2/3% of aggregate indebtedness) $ 20,702
Minimum dollar net capital requirement of reporting broker or dealer 250,000
Net capital requirement 250,000
Excess net capital 3,905,312
Excess net capital at 1000% 4,124,258
Computation of Aggregate Indebfedness
Total liabilities to be included in computation of aggregate indebtednegs $ 310,543
Deduct adjustments based on deposits in Special Reserve Bank
accounts (Rule 15¢3-1(c)(1)(vii)) —
Total agpregate indebtedness $ 310,543
Ratio of aggregate indebtedness to net capital 7%
Nelnet Capital, L.L.C. and subsidiary claims exemption under rule 15¢3-3(k)(1).
See éccompanying independent auditors’ report on internal accounting control required by Securities

and Exchange Commission rule 17a-5.
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